[Excerpt] In this paper we are concerned with the salaries of three important municipal officials; citymanagers, police chiefs, and fire chiefs. We present a model that relates the salaries of these officials to a set of explanatory variables, the most important being measures associated with job performance. Two of these measures of performance are developed in the study. Further, the influence of the city-manager form of government on the incentive structure facing police chiefs and fire chiefs, and the interdependence betwen the salaries of police chiefs and fire chiefs is investigated. The model is tested using cross-section data for 1967.
I. INTRODUCTION
A substantial number of all municipalities in the United States employ a city-manager as the principal operating officer rather than an elected mayor or set of elected commissioners.' If municipalities employ city-managers to improve the economic performance2 of local government, one might expect that the compensation of city-managers would encourage such efficiencies. That is, ceteris paribus, the more efficient the municipal government the higher we would expect the salary of the city-manager to be. If the compensation structure of city-managers does not provide managers with such financial incentives, we believe it reasonable to deduce that the council-manager form of government is not inherently more efficient than the alternative forms of local government.
In this paper we are concerned with the salaries of three important municipal officials; city-managers, police chiefs, and fire chiefs. We present a model that relates the salaries of these officials to a set of explanatory variables, the most important being measures associated with job performance. Two of these measures of performance are developed in the study. Further, the influence of the city-manager form of government on the incentive structure facing police chiefs and fire chiefs, and the interdependence betwen the salaries of police chiefs and fire chiefs is investigated. The model is tested using cross-section data for 1967.
Related Literature There is an expanding literature theoretically analyzing the behavior of public officials, both elected and appointed.3 The crucial assumption in these studies is that the officeholder seeks to maximize his own utility through the actions he takes while in office. In order to exercise control over these actions without having to employ costly evaluation procedures, the people selecting the officeholders must structure the rewards in certain ways. Specifically the incentives must be such that actions desired by these people are also those actions that will lead to maximization of the officeholder's utility function.4 * Our research has been supported by the Center for Urban Affairs of Northwestern University, and the Manpower Administration, U.S. Department of Labor. Helpful comments from an anonymous referee, Robert Masson of the Department of Justice, and Mark Pauly, John Ledyard, and Robert Lineberry of Northwestern University are gratefully acknowledged. 1 The city-manager plan has two basic components: an elected council limited by function to legislative matters and an appointed executive responsible for administration of the city. The city-manager has considerable autonomy in preparing budgets, and in the hiring and firing of personnel. In 1967 over 40 percent of cities with a population over 5,000 had a city-manager form of government. Only in the two size classifications 'under 10,000 people' and 'over 500,000 people', did-less than 40 percent have a city-manager. 2 In a general sense the performance of government is measured by the quantity and quality of services provided by governments. Unfortunately nowhere is measurement of performance more difficult than for services and especially the services of the public sector. For an excellent discussion of problems in this area see the paper by Mancur Olson, "Evaluating Performance in the Public Sector," the comments by C. L. Schultze, and the response by Olson in Moss (1973 
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There is no empirical work directly testing this approach for public officials. The relationship of earnings of corporate bureaucrats to firm performance has been analyzed however, and the results support the approach outlined above. Firms that relate compensation of executives to firm performance tend to perform better.5
II. DETERMINANTS OF CITY-MANAGER, POLICE AND FIRE CHIEF SALARIES

A. City Managers
We assume that the maximand of the citymanager is the personal rewards from office, his salary for example. 6 In turn salary may be thought to be determined by two broad types of variables; (i) productivity or job performance and (ii) difficulty of the job.
The performance measures are of primary interest and we discuss them first. They include: job experience of the city-manager measured by the number of previous citymanager positions held, seniority measured by number of years at the current job, status in the ICMA, and current property tax and budget performance.. City-managers are a relatively mobile class. Those who are successful tend to start in smaller cities, and move on to larger cities.7 Less successful citymanagers, those whose performance does not satisfy local citizens, tend to change locations but stay in smaller cities. Consequently we employ two separate job experience variables in the analysis. The first (second) equals the number of previous manager positions if the city-manager is currently in a city with less than (greater than) 50,000 people and zero otherwise. Salary is expected to be negatively related to the first and positively related to the second measure of job experience.
Seniority is directly related to the way the city-manager performs his job. Presumably the longer he has been at his current job the more productive he is in the usual sense of providing output more efficiently. There is an additional dimension however that is quite important. Both Kammerer et al.
[1962] and Loveridge [1971] find that citymanager tenure is lower if the city-manager is not responsive to local politicians. Length of time on the job, then, is also an indication of his ability to get along with the elected municipal officials. We postulate that salary will be positively related to seniority.
Membership or associate membership in the ICMA by an individual indicates that he has served for a period of time in one of the municipalities or councils of governments listed by the ICMA. It is a statement by the ICMA that this person is a recognized professional city-manager. This is analogous to a certificate of competence in his area. Two binary variables are used to account for status in the ICMA. The first (second) takes the value one if the individual is a member (associate member) of the ICMA and zero otherwise. We postulate that the manager's salary will be positively related to his status in the ICMA.
The final measures of performance, which are developed in this study, are concerned with total expenditures and property taxes of the municipality. We assume that local citizens are interested in the level of services provided in their community relative to other communities, and in the cost of these services relative to other communities. The See Masson [1971] for example. The advantage these studies have over related work on government managerial compensation is the availability of measures of firm performance. Profits, sales, and equity performance are well-defined concepts. 6 The current dollar salary as reported by the International City Managers' Association (ICMA) is used as the dependent variable. The variation in real earnings across areas is discussed below. If the non-monetary rewards of office are significant, and do not vary across cities in the same manner as salaries, then use of salary as the dependent variable will lead to serious measurement error reducing the accuracy of our results. A similar caveat applies if monetary rewards exclusive of salary (future income due to current contracts developed, for example) are significant and not highly correlated with reported salaries. most evident manifestation of the level of services is the size of the municipal budget. Although total spending by itself does not necessarily meet popular demands for services, most voters feel that the level of expenditures is a good indicator of the level of services being provided." Further, property taxes are seen as the major cost of these services.9 Accordingly, two measures of relative performance were examined: per capita property taxes and per capita total expenditures. Two regressions were estimated with property taxes per capita and total expenditures per capita as the dependent variables.10 These equations were used to predict expenditures per capita and property taxes per capita for each community. Manager performance was then measured by the difference between the actual and predicted value divided by the actual value.
The hypothesized relationship between these variables and manager salary is straightforward. In order to maximize his personal rewards the manager will push for a larger budget, since, holding property tax performance constant, a larger budget is interpreted as a higher level of services being provided. The manager does not have sufficient information on the public interest to provide the exact level and mix of services that would be optimal. However the larger the budget, the more services he can provide, and hence, the more likely he is to satisfy most of the local population. There is also pressure from within the administration to expand the budget. The larger the budget, the more jobs the manager can provide and the more promotion possibilities as well. This will give him good relations with his administration, and provide members of it with little incentive to frustrate his policies so as to get him removed from office." Hence we postulate that salary is positively related to the budget performance variable.
Clearly the city-manager does face budget limitations, the most obvious of which is the income and debt of the community capacity. Moreover there is pressure from other communities. Voters compare the budget, the level of property taxes and their notion of services provided with similar data from other communities. If his relative performance is poor, his salary will suffer and he may lose his job. Thus we postulate that salary will be negatively related to our measure of property tax performance.
Finally, we relate salary to characteristics of the city which reflect the difficulty of the job and the resources available to pay his salary. Population size and the percentage of nonwhites in the city are proxy variables for the complexity of the job facing the citymanager. Salary is expected to be positively related to both variables. Further, two binary variables are employed to distinguish among central cities, suburban cities and independent cities, the latter being the reference group. These variables will account for systematic differences among these political units which may affect city-manager salaries. 9 While property taxes are the major source of local revenue, they are not the only source. Municipalities also derive income from sales taxes, income taxes, intergovernmental transfers, fees, profits from municipal corporations, and interest on invested municipal funds. What the citizen wants is to minimize local contributions to the budget. We did attempt to estimate an equation to predict intergovernmental transfers, but no statistically significant equation could be calculated. Further the burden of sales taxes, income taxes, and fees was not clear. We therefore relied on property taxes as our indicator of costs.
1o Ideally these equations should be estimated simultaneously since property taxes per capita and total expenditures (or budget) per capita are simultaneously determined. The system could not be identified. Reduced Form estimates of each equation are presented in Table I The results of the regressions which relate salary to the explanatory variables in a simple linear form are presented in Table I . 14 "In a comparative perspective, the overwhelming evidence is that 'general municipal expenditures' is a two-dimension variable representing both the degree of functional inclusiveness and the level of municipal performance in the provision of public services." (Liebert  (1974), p. 770 .) The most obvious examples, but certainly not the only ones, of services for which legal responsibility varies are public education and public welfare. Our data do not permit identification of the legal responsibility assigned to each city for each service. We use total expenditures and total property taxes as reported by the Census of Government, recognizing the model specification problems due to this fragmentation of legal responsibility. 15 When the same regression is calculated using salary defleted for cost of living differences across cities, as the dependent variable, the coefficient of the binary variable for the South is statistically insignificantly different from zero. Otherwise the results do not change. Similarly, the results are qualitatively the same when the natural logarithm of salary is used as the dependent variable. city-manager in a city in which the performance is average, cet. par. 16 Although the coefficients of these two variables have the predicted signs, the results indicate that population, and job experience are the most important explanatory variables. As argued above the job experience variables are important measures of performance, and it is clear then that good performance leads to a higher salary. The "previous positions" variables for example, support the hypothesis that the more successful citymanagers tend to change locations moving among larger cities. They are rewarded for perceived performance in their past jobs by their existing employers. Movement among smaller cities on the other hand would appear to be an indication of poor performance, and compensation is structured to reflect this.
APPENDIX
B. Police and Fire Chiefs
We now examine the determinants of police and fire chiefs' salaries. The current dollar salaries of the two, as reported by the ICMA for 1967, are used as dependent variables in separate regressions, one for fire chiefs, the other for police chiefs.
Since there are no data available on the personal characteristics of these municipal executives, the explanatory variables we uti- The variables describing the city are identical to those used in the previous section, with the addition of a binary variable taking the value one if there is a city-manager form of government, and a binary variable taking the value one if there is a commission form of government. The reference group for these two binary variables is the mayoral city. These variables are entered to control for differences among forms of government.
While the sample of cities analyzed above was restricted to those with a city-manager form of government, we extend our analysis of fire and police chiefs to include mayoral and commission forms of government. Consequently we are able to test whether the relationship between the compensation of the police (fire) chief and the performance of his department is affected by the form of government. There are two variables for each regression. In the police (fire) chief regression the first interaction variable equals the constructed police (fire) department performance variable if the city has the city-manager form of government and zero otherwise. Similarly, the second variable equals the constructed police (fire) department performance variable if the city has the commission form of government and zero otherwise. If the coefficient of the first (second) interaction variable is negative, while the coefficient of the performance variable alone is statistically insignificant, we can infer that the city-manager (commission) form of government provides an incentive for the police (fire) chief to improve his department's performance, while the mayoral form of government does not. This suggests that the city-manager (commission) form of government is more effective in improving the performance of the police and fire departments. If both the interaction variable and the performance variable alone have negative signs, then we can infer only that the city-manager (commission) form of government provides a higher marginal reward for improvements in the performance of the police (fire) department. Finally if the interaction variable has no significant effect, while the performance variable alone has a negative coefficient, then the city-manager (commission) and mayoral forms of government provide the same incentives to the police (fire) chief to improve the performance of his department.
Ordinary least squares regressions were estimated for police chiefs and fire chiefs sepa- 17 The crime index has been used by Votey and Phillips [1973] in a study of the effectiveness of police activity, and by Ehrlich [1973] in a study of the deterrent effect of criminal law enforcement. As is well known, this index is subject to substantial measurement error across cities. Ahlbrandt [1973] in his study of the efficiency of fire departments uses cost per capita as his dependent variable. He uses an index based on the fire insurance classification to reflect quality differences between fire departments. A city's rating is poorer the more points it has. Points of deficiency are assessed against a city when conditions are below standards prescribed in a schedule set up by the American Insurance Association. Both the crime indices and the fire insurance classifications are provided by the ICMA for 1967. 18 The underlying regressions for the crime index and the fire insurance classification are reported in Table II  of the Appendix. rately. The results are presented in Table II . The salary of the police chief is negatively related to our police department performance variable, as hypothesized.'9 The form of government however, does not affect this relationship; that is, the coefficients of the interaction variables are not statistically significant. In the case of the fire chief, on the other hand, the form of government is important. The salary of the fire chief is negatively related to the fire department's performance in city-manager cities only. There is no statistically significant relationship between the fire department's performance and the fire chief's salary under the mayoral or commission form of government.
C. Interdependence of Police and Fire Chief Salaries
Due to the nature of municipal politics, and the similarity of these two jobs it is reasonable to expect that the police chief's and fire chief's salaries will be interdependent. To test this hypothesis a two-equation system was estimated by three stage least squares. The reduced form estimates of these equations are presented in Table III ; the structural coefficients, in Table IV. In the reduced form equations, presented 19 'Performance' in all cases means the performance variable constructed in this study. in Table III , we see that in city-manager cities, the salaries of both municipal executives are negatively related to the performance of both departments. This highlights the interdependence between the salaries of the fire and police chiefs. Under the mayoral and commission forms of government however, the salaries of the two executives are negatively related to the police department performance variable only. Consequently, the form of government is a significant factor affecting the relationship between the salaries of the two municipal executives and the performance variables of their departments. Under the city-manager form of government, there is an incentive for these two municipal executives to improve the performance of both departments. Under the other forms of government, there is an incentive to improve the performance of the police department only. Finally in the structural equations presented in Table IV , the magnitude of the interrelation between the salaries of the police chief and the fire chief can be seen. Ceteris paribus the fire chief's salary increases 89 cents for every I dollar increase in the police chiefs salary, while the police chiefs salary increases 85 cents for every 1 dollar increase in the fire chiefs salary.
III. CONCLUSION AND IMPLICATIONS FOR FUTURE RESEARCH
In this study we investigated the relationship between the salaries of three important municipal executives, city managers, police chiefs and fire chiefs, and constructed measures of their "performance". Our empirical results tend to support the hypothesis that the rewards received by these executives are positively related to our constructed measures of their performance. Further, we found that the incentive structure designed to support certain policy goals is affected by the form of government. The city-manager form of government provides salary rewards for less crime and improved fire department ratings; the mayoral and commission forms of government reward less crime. Clearly, further research would seek to identify other measures of performance which are related to the salaries of these executives.
The empirical results for city-manager compensation are especially important because of their relevance to the debate on the optimal organization of municipal govern- ment. An important extension to our research would therefore be to mayoral reelection data in mayor-council cities. Is the probability of reelection of the mayor influenced by the same factors that affect the city manager's salary?20 If this probability is similarly influenced by these performance measures, there would then be no reason to expect cities run by city managers to have municipal services produced more efficiently than cities run by elected mayors. GERALD S. GOLDSTEIN Northwestern University RONALD G. EHRENBERG Cornell University
